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AN 

INQUIRY INTO THE CAUSES 

OF THE 

PRESSURE ON THE MONEY MARKET 

DURING THE YEAR 1839. 



A PRESSURE on the money market may be defined 
to be a difficulty of getting money in the London 
market^ either by way of discounting bills, or of 
loans upon government securities. This difficulty 
is usually accompanied by an unfavourable course 
of exchange, a contraction of tfie circulation of the 
Bank of England, and a high rate of interest. 
These three circumstances bear the relation to 
each other of cause and effect. The unfavourable 
course of exchange induces the Bank of England 
to contract her circulation, and the contraction of 
the circulation, by rendering money more scarce, 
increases its value^ and leads to an advanced rate 
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of interest. The removal of the pressure is in the 
same order — the foreign exchanges become favour- 
able — the Bank of England then extends her 
circulation, money becomes more abundant^ and 
the rate of interest falls. The degree to wbicl^ 
the exchanges are unfavourable is indicated by 
the stock of gold in the Bank of England ; and 
when this is at its lowest amount the pressure may 
be considered to have attained its extreme pointy 
for as the amount of gold hicreases^ the Bank 
will extend her circulation and the pressure will 
subside. 

The pressure of 1836 may be said to have com- 
menced from the month of May in that year. From 
that month the stock of gold in the Bank gradu- 
ally and uniformly declined until February 1837, 
when it reached its lowest point of depression. 
From this point, it uniformly advanced : the lowest 
point of the circulation was in December 1836, 
though even then it was not lower than it had been 
in the preceding January. The Bank raised the 
rate of interest from 4 to 4^ per cent, in July, and 
to 5 per cent, in the following September, Dur- 
ing the whole of the year 1837, the amount of gold 
in the Bank of England continued to increase; 
the Bank extended her circulation, and after the 
payment of the July dividends, money became 
very abundant, and the market rate of interest 
experienced a considerable fall. The foreign ex- 
changes continued to be favourable during the 



early part of 1838, and gold accumulated in the 
coffers of the Bank of England. In the spring of 
that 'year the directors of the Bank of England 
sent nearly a million of gold to America. Money 
became increasingly abundant and the rate 
of interest fell. In February the Bank reduced 
their rate of discount to 4 per cent., and the 
interest on the loans granted during the shutting 
of the funds, was reduced in March to 3^ per cent. 
The low rate of interest caused large sums of 
money to be invested in American securities. 
Bonds of all kinds issued by the Bank of the 
United States, by the various states in the Union, 
and by numerous private undertakings, were poured 
upon the English market and found eager pur- 
chasers. Several of the directors of the Bank of 
England, in their individual character as merchants, 
became agents for the distribution of these secu- 
rities. About July the exchanges became un- 
favourable, and in the latter part of the year some 
symptoms of uneasiness were apparent in the 
money market, but as the stock of bullion in the 
Bank of England was considerable, and the 
directors granted their usual loans in Decem- 
ber at 3^ per cent., public confidence was not 
shaken. In the beginning of the year 1839 the 
exchanges became increasingly unfavourable, 
and the monthly returns of the Bank showed 
a gradual diminution in the stock of gold. The 
price of corn rose so high as to admit of foreign 
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wheat at the lowest rate of duty. This occasioned 
a further demaud for gold to be exported. The 
stock of gold in the Bank of England rapidly 
declined until, in the month of October, it was 
no more than 2,525^000/.^ while the liabilities of 
the Bank upon notes amounted to 17,612^0()0/.f 
and upon deposits to 6,734,000/. The Bank 
directors w^ere very anxious to stop this demand 
for gold. With this view they raised the rate of 
interest on May 16th to 5 per cent., on June 20th 
to 5i per cent., and on August 1st to 6 per cent. ; 
and they charged the same rate upon their short 
loans. They are supposed to have sold large 
amounts of government stock and Exchequer 
Bills, and on July 13th they announced that they 
were ready to receive proposals for the sale of 
the dead weight. None of the offers, however, 
met their approbation. Finding these measures 
not speedily effective, an arrangement was made 
with the Bank of France for a loan of 2,500,000/. 
Messrs. Baring and Co. drew bills on account of 
the Bank of England upon houses in Paris for 
this amount, which the Bank of France undertook 
to discount. The directors also determined to 
refuse to discount any bills drawn or endorsed by 
any private or Joint-Stock Bank of issue. Not- 
withstanding these measures the stock of gold in 
the Bank continued to decrease until the 18th 
October, when it reached the lowest point of 
depression. From this point it continued to ad- 



vance, and the pressure began gradually^ but 
slowly, to subside 

It may be useful to notice the differences be- 
tween the pressure of 1836 and that of 1839. If 
we measure the intensity of the pressure by the 
difference between the largest and the lowest stock 
of gold in the Bank of England, the former pres- 
sure will range from 7,801,000/. to 4,032,000/, and 
the latter from 10,126,000/. to 2,525,000/. In the 
pressure of 1836, one Jotnt Stock Bank, a London 
private bank, two country private banks, three 
large American agency houses, and a great many 
respectable merchants, stopped payment. In the 
pressure of 1839, there was scarcely a failure 
until the month of December, and then only among 
the second class of traders. — In the pressure of 
1836, the prices of nearly all commodities fell con- 
siderably, and almost immediately. In the pres- 
sure of 1839, the prices of most commodities re- 
mained for a length of time nearly the same. — In 
1836, the Bank of England did not raise their rate 
of interest above 5 per cent. In 1839, the rate of 
interest upon both discounts and loans was raised 
to 6 per cent. — In 1839, the Bank gave notice 
that they were willing to sell the dead weight, and 
they made arrangements for borrowing 2,500,000/. 
sterling, from the Bank of France. In 1836, the 
Bank adopted neither of these measures. — In 1836, 
the Bank of England rejected all bills drawn or 
endorsed by Joint-Stock Banks of issue. In 1839, 
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they rejected also all bills drawn and endorsed by 
private banks of issue. 

Having thus given a sketch of the transactions 
of 1837, 1838, and 1839, as far as respects the 
recent pressure on the Money Market, we shall 
now endeavour to inquire into its causes. And 
here we feel no hesitation in saying, that in our 
judgment the pressure of 1839 was produced by 
the abundance and cheapness of money that existed 
in 1837 and 1838, and that this abundance and 
cheapness of money were produced by the mea- 
sures of the Bank of England. 

If it be necessary to prove that money was 
abundant and cheap in 1838, we need only appeal 
to the recollection of bankers and monev dealers, 
and ask them what amount of bills they discounted 
at 2J per cent., and how often they locked up with 
large sums of money which they were unable to 
employ ; and we need only refer to the prices of 
Exchequer Bills, which in the month of July were 
above 80^. premium. To show that this abundance 
of money was produced by the Bank of England, 
we need only refer to the amount of the circulation 
of the Bank of England in 1838, as compared with 
that of the preceding years. 

The average amount of notes in circulation 

during the year 1836 was £17,814,000 

Do. Do. 1837 — 18,276,000 

Do. Do. 1838 — 18,923,000 

And it should be recollected that the former 



part of the year 1836 was a period of consi- 
derable excitement ; but in consequence of the 
pressure in the latter end of that year^ trade 
had become almost stagnant in 1837^ and pos- 
sessed but little activity in the year 1838. Thus 
the increase in the circulation of the Bank of 
England took place when it was not required ; 
and it was not only abundant from the positive in- 
crease of notes in circulation, but it was relatively 
still more abundant as compared with the demand. 
In confirmation of these views, we may refer to the 
circulation of the country banks, which we con- 
sider a fair indication of the state of domestic 
trade. 

The average circulation of the private and Joint- 
Stocks during the year 1836 was £11,848,539 

* Do. Do. 1837 — 10,728,921 

Do. Do. 1838 — 11,565,616 

Thus we see that, while the circulation of the 
Bank of England increased in 1837, and still 
further increased in 1838, the country circulation 
experienced a considerable contraction in 1837, 
and even in 1838 was less in amount than it had 
been in 1836, notwithstanding it must in 1838 have 
experienced a stimulus from the advanced price of 
corn. But the Bank directors not only made 
money abundant by their increased issues, but 
they also made it cheap by reducing the rate of 
interest. Now this measure has the effect of still 
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further increasing the amount of notes in circula- 
tion^ and also of lowering the market rate of 
interest. For it must be observed, that when 
the Bank lowers her rate of interest upon 
money in seasons of abundance, it has the ne- 
cessary effect of reducing the market rate of 
interest still lower than the Bank rate. Suppose, 
for instance, the Bank discounts at 5 per cent, 
and the market rate of discount is 4 per cent, of 
course, no bills are offered for discount to the 
Bank. Then the Bank, to get discounts, lowers 
her rate of interest to 4 per cent. A portion of 
bills that were previously discounted by private 
bankers and bill-brokers will then be taken to the 
Bank ; but the notes thus drawn from the Bank 
make money still more plentiful, and the market 
rate falls to 3^ or 3 per cent Now, should the 
Bank reduce her rate to 3 per cent., the same 
effects would again follow. For the additional 
notes thus drawn out would make money so 
abundant, as to reduce the market rate of interest 
to 2^ or 2 per cent., and so on. 

If we take a review of all the recent pressures on 
the money market, we shall find they have always 
been preceded by the following circumstances :— 
First, Abundance of moiiey. In the years 1824 and 
1825 the Bank of England lent money upon the 
security of government stock and upon mortgages, 
by which a large amount of notes were put into 
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circulation. In the end of 1825 came the memo- 
rable panic. Again^ in 1834, the average circu- 
lation of the Bank of England was 18,806,000/., 
and in 1835 it was 19,194,000/. This preceded 
the pressure of 1836; and again, as we have 
seen, the circulation of the Bank was increased in 
1837 and 1 838, and then followed the pressure of 
1839. Secondly, a pressure is always preceded 
by a low rate of interest. This is the necessary 
effect of its abundance ; and, in our opinion, the 
rate of interest is a better criterion of the 
abundance of money than a comparison of the 
several amounts of notes in circulation at parti* 
cular periods ; for the price of a commodity is 
in most cases, the best index of its scarcity, 
Abundance is merely a relative term. If the sup- 
ply of money be greater than the demand, how- 
ever small that supply may be, money is abund- 
ant, and the rate of interest will consequently be 
low. And, on the other hand, if the demand for 
it be greater than the supply, however ample that 
supply may be, money is scarce, and the rate of 
interest consequently high. Without referring to 
the actual quantity of money in circulation in the 
years preceding the panics, we may state as a 
matter of fact, that in those years there has uni- 
formly been a reduction in the rate of interest. 
In the year 1822 the Bank of England reduced 
the rate of interest from 5 to 4 per cent. ; and as 
a further proof of the low rate of interest, we may 
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state that in the same year the government re^ 
duced the interest upon the navy 5 per cent, 
stock from 5 to 4 per* cent., and in 1824 the old 
4 per cents* were reduced to 3^ per cent. In 
the year 1834, the rate of interest was so low 
that the government were enabled to reduce the 
stock called ^^ 4 per cent., 1826," from 4 to 3|^ per 
cent. And in August, 1835, the Bank granted 
loans at 3|- per cent, and these loans were con- 
tinued by subsequent renewals to January, 1836. 
Again, in the year 1838, the Bank of England re- 
duced the rate of discount from 5 to 4 per cent, 
and granted temporary loans at 3|- per cent. It 
will be seen, then, that all our panics have been 
preceded by a low rate of interest. Thirdly, 
besides an abundance of money and a low rate of 
interest, our panics have usually been preceded 
by some species of speculative investments. This 
is almost a necessary effect of the cheapness of 
money. In 1824 the favourite investments were 
the foreign loans. In 1836, railways, joint-stock 
banks, and other companies, chiefly for domestic 
improvements, and in both these periods there 
was also a considerable degree of mercantile spe- 
culation. But in 1838 there appears to have been 
no mercantile speculation of any consequence ; for 
the purchasers of foreign corn were justified by 
the result, and the cotton speculations, if excessive, 
were confined to Liverpool. In fact, this year 
exhibited an abundance of money with an almost 
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stagnant state of trade^ and the absence of a spirit 
of speculation. But when the rate of interest is 
low, people will naturally look out for investments 
that will yield a higher interest. The American 
bonds seemed to hold out the prospect of a higher 
rate of interest and no risk. Hence, English pro- 
perty to a large amount was invested in those 
securities. 

The principles we have advanced are acknow- 
ledged to be correct by the directors of the Bank 
of England themselves, as far at least as their 
sentiments are represented by Mr. Hohsley 
Palmer. In his Pamphlet on The Causes and 
Consequences of the Recent Pressure on the Money 
Market, published in 1837, Mr. Palmer attributed 
that '^ pressure" to the excessive issues of the 
Joint-Stock Banks, and to the investments in 
foreign funds. Without staying to inquire into 
the accuracy of the facts, we may consider the 
accusation as a proof that in the opinion of Mr. 
Palmer an excessive issue of notes has a ten- 
dency to render the foreign exchanges unfavour- 
able, and that the same effect is produced by 
foreign investments. If an excessive issue of 
notes by the Joint-Stock Banks rendered the ex- 
changes unfavourable in 1836, would not an 
excessive issue of notes by the Bank of England 
have a tendency to produce at least an equal effect 
in 1839 ? If loans to Don Pedro and importa- 
tions of Spanish Bonds in 1835 led to the pressure 
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of 1836^ would not an importation of American 
Securities in 1837 and 1838 have a similar re- 
sult? The ultimate security of the advances 
may be different, but the immediate effect on the 
money market must be the same. And yet^ in 
opposition to the principles laid down by Mr. 
Palmer, the Bank of England adopted the course 
which, in other parties, he had so strongly con- 
demned for year after year they increased the 
issues of their notes, and consequently drove 
capitalists to invest their funds in foreign se- 
curities. 

It may be contended on the part of the Bank 
directors that the pressure of 1839 was produced 
by the unfavourable harvest of 1838. We believe 
no such thing. The abundance and cheapness of 
money, and the consequent investments in foreign 
securities, must have produced a pressure, had the 
harvest of 1838 been ever so productive. Had we 
no occasion to import foreign corn in 1838 and 
1839, the abundance and cheapness of money would 
have no doubt continued, commercial speculation 
would not long have been confined to cotton^ but 
would have extended to every branch of trade, 
speculations of all kinds would have been urged 
upon the public attention, and mvestments in fo* 
reign securities would have been augmented. The 
year 1839 would probably have resembled the 
year 1824, and, at furthest by 1840, we should have 
a panic similar to that which occurred at the end 
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of 1825. But the bad harvest of 1838 precipitated 
the pressure, and thus possibly rendered it hss de- 
structive. On the other hand, if the Bank of Eng- 
land had not produced a derangement of the cir- 
culation, the investments in foreign securities 
would not have taken place, and the gold thus ab- 
stracted might have been employed in making the 
payments for the importations of foreign corn, and 
no pressure have been produced. We have had 
before now scanty harvests and foreign importa- 
tions, without any derangement of the currency. 
And on the other hand we have had pressures on the 
money market without any importations of foreign 
corn. The effect, then, as we believe, of the 
scanty harvest of 1838, was merely to accelerate 
the pressure, by producing in 1839 what the mea- 
sures of the Bank would certainly have produced 
by 1840. 

Here, then, gentle reader, you have the cause 
of the pressure on the money market during the 
year 1839. It was occasioned by the Bank direct- 
ors putting out too many notes, thus making 
money too abundant and too cheap, and causing 
large investments in foreign securities. But you 
will ask, *^ How came the directors to do this ? 
Did they not know what would be the conse- 
quences of their conduct ? What have they to 
say in their defence ?" Why, they will say that 
in 1837 and 1838 the foreign exchanges were 
favourable, and brought them a large amount of 
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gold, and having so much gold in hand, they 
issued more notes ; but that in 1839 the foreign 
exchanges were unfavourable, and took away their 
gold, and hence they withdrew their notes. And 
they will tell you that this is the rule they go by 
— always to put out notes when the exchanges are 
favourable, and to pull them in when the ex* 
changes are unfavourable; and this they call 
regulating the currency by the foreign exchanges. 
We may observe that this doctrine of regu- 
lating the currency by the foreign exchanges is 
altogether of modern date. It was first announced 
as a rule of the Bank by Mr. Horsle y Palmer, in 
his evidence before the parliamentary committee 
in the year 1832. It was new and simple, and 
obtained ready currency with the political econo- 
mists. But Mr. Palmer's own faith in the doc- 
trine appeared to waver considerably in the year 
1837. He acknowledged that it failed in 1836 ; 
that it was not adapted for extraordinary seasons ; 
and that if Parliament would vote it to be erro- 
neous, the Bank directors would readily abandon 
it. *' If/' he states, *' there exist any well- 
founded reasons for supposing that the principle 
explained in the evidence of 1832, and acted upon 
by the Bank, is not sound — or that the pro- 
portion of one-third of bullion, with reference to 
the liabilities of the Bank, at the period of a full 
currency be not sufficient, it merely remains for 
Parliament to express an opinion upon either 
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of these points, and there can be no question but 
that the Bank would immediately regulate its 
course accordingly." Colonel Torrens affirms 
this doctrine very decidedly in his letter to Lord 
Melbourne^ published in 1837. He states ^^ It is 
universally admitted by persons acquainted with 
monetary science^ that paper money should be so 
regulated as to keep the medium of exchange of 
which it may form a part, in the same state with 
regard to amount and to value^ in which the me- 
dium of exchange would exist were the circulating 
portion of it purely metallic. Now it is self- 
evident that if the circulating currency were purely 
metallic^ an adverse exchange, causing an expor- 
tation of the metals to any given amount, would 
occasion a contraction of the circulating currency 
to the same amount, and that a favourable ex- 
change, causing an importation of the metals to 
any given amount, would cause an expansion of 
the circulating currency to the same amount.^' 
Mr. LoYD also assumes the doctrine to be true, 
and hence he proves most unmercifully that the 
Bank directors have not adhered to their own 
principles. Speaking of the Bank, he says — *' As 
a manager of the currency, it is undoubtedly a 
sound rule by which to guide itself, that against 
the amount of notes out, it shall hold at its disposal 
securities and specie; that the amount of secu- 
rities shall be invariable, and that consequently 
all fluctv^ations in the amount of notes out shall 
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be met by a corresponding fluctuation in the 
amount of specie in deposit. Thus the public, 
and not the Bank, will be made the regulators of 
the amount of the circulation, and that amount will 
by this principle be made to fluctuate precisely as 
it would have fluctuated had the currency been 
purely metallic/' ^^ The rule ought to be that the 
variations in the amount of the circulation shall 
correspond to the variations in the amount of 
bullion, and the adherence of the Bank to this rule 
ought to be obvious upon the face of the published 
accounts." Mr. Norman, the Bank director, con- 
tends that the foreign exchanges are the only safe 
guide for regulating the currency ; and though he 
blames the Joint-Stock Banks for not observing 
this rule, yet he does not admit that it is binding 
upon the Bank of England to the extent to which 
it is insisted upon by Colonel Torrens, and Mr. 
LoYD. He appears to coincide with Mr. Horsly 
Palmer, whom, however, he defends rather in the 
language of apology than support. We must 
not, therefore, suppose that all the writers who 
contend that the currency ought to be governed 
by the foreign exchanges, entertain precisely the 
same opinions as to the rules by which this principle 
ought to be applied, or the means by which it 
should be brought into operation. They all, how- 
ever, agree in this — that when the foreign ex- 
changes are favourable, the circulation of notes 
ought on that account to be increased ; and when 
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the exchanges are unfavourable, the circulation 
ought, on that account, to be diminished. We 
question the soundness of both these propositions. 

We are ready to admit that if an improvement 
in the state of trade should be contemporaneous 
with a favourable state of the exchanges, the cur- 
rency will be increased to meet the increased 
demand. And in this case, notes will be drawn 
out of the Bank, either by operations on the 
current accounts, or by discounts. But we con- 
tend that when no such demand exists, the Bank 
of England ought not to increase her issues of 
notes merely because she has more gold or silver 
in her vaults. At present, when a favourable 
course of exchange causes bullion to be imported, 
it is sold to the Bank of England in exchange for 
her notes. These notes are thrown into circula- 
tion whether required by the wants of the com- 
munity or not, and tend immediately to increase 
prices, lower interest, excite speculation, and pro- 
mote investments in foreign securities. There is 
no act of Parliament requiring the Bank thus to 
purchase bullion. It is her own voluntary act, 
and she is, therefore, chargeable with all the evils 
it produces. 

The great objection to this doctrine of regulating 
the currency by the foreign exchanges is, that it 
causes a perpetual fluctuation in prices. When 
the exchanges are favourable, more notes are 
thrown into circulation, and prices advance. When 
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the exchanges are unfavourable^ the notes are 
withdrawn, and prices fall. And, gentle reader^ 
mark you this — that if the increase of the notes in 
circulation amount to^ say one-tenth, it will cause 
an increase of more than one-tenth in the prices 
of commodities, and, on the other hand, if the cir- 
culation be diminished one-tenth, the fall of prices 
will be more than one-tenth. Thus, if the 
circulation be 20,000,000/., and it be first 
raised to 22,000,000/., and afterwards reduced to 
18,000,000/., the scale of prices will vary over a 
wider range, and from the highest to the lowest 
point the difference will be very considerable. 
Now mind, that in contending that this doctrine 
must produce a perpetual fluctuation of prices, as 
the exchanges may vary, we are not ascribing to 
it any effects which its advocates do not acknow- 
ledge. Nay, they contend that we ought to pro- 
duce these fluctuations — ^that when gold accumu- 
lates in the Bank of England, we ought to put out 
more notes, for the express purpose of causing an 
advance of prices, and thus driving the gold out 
of the country ; and that when the gold is going 
out of the country, we ought to pull in the notes, 
for the express purpose of producing a fall in 
prices, and thus of bringing the gold back again. 
And they contend, moreover, that the plan of 
making prices rise and fall in this way, as the 
exchanges may turn, is the best possible 
way of managing the currency, and, in fact. 
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the only '^ sound principle'^ on which it can be 
managed. 

Now we contend that this perpetual fluctuatioir<^ 
prices is a great evil. We will specify a few cases. 
Look at it with reference to trade. The profits of 
trade depend upon the difference between the 
buying and the selling prices of commodities, and 
all the calculations of trade are founded upon this 
difference of price. But a merchant may import 
a cargo of goods^ and when they arrive the circu- 
lation may be in a state of contraction, and the 
selling price of his goods may be so much below 
his calculation^ that he may be involved in a 
serious loss. A tradesman may lay in a stock of 
goods in his shop with the fairest prospect of sell- 
ing them at a profit, but the foreign exchanges 
become unfavourable, and the prices of his goods 
fall so much below the prime cost, that he is 
driven into the Gazette. A manufacturer may 
erect new mills upon the calculation of deriving a 
large profit from his increased business, but the 
rate of interest is advanced, and he finds that in 
proportion as he extends his business he increases 
his losses. He, therefore, dismisses his workmen, 
and discontinues his operations. And this not the 
worst. Even in cases where the trader would be 
willing to sell at losing prices, he cannot efiect 
sales, for his customers have no money with which 
to buy. This system is also exceedingly injurious 
to the construction of all public works. If a dock, 
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a bridge, or a railway is to be constructed^ it is 
impossible to calculate the cost, for neither mate- 
rials nor labour remain at the same price for two 
years together ; and let the parties who engage 
in the undertaking be ever so respectable, it is 
impossible to say whether in a year or two hence 
they will be in a condition to respond to the calls 
for raising the necessary capital. 

You will observe that these fluctuations of prices 
are not merely incidental^ but are essential to th e 
system. The foreign exchanges are never sta* 
tionary. The debtor and creditor balances be- 
tween this country and other countries are never 
exactly the same. Gold is the only money be- 
tween nations. When other nations owe us money^ 
they must pay us in gold ; and when we owe them 
money^ we must pay them in gold. This year 
our imports may exceed our exports, by three 
millions ; and next year it may be the reverse. 
" Now," say the political economists, " if you im- 
port three millions of gold this year, you must 
issue immediately three millions of notes ; and if 
the next year you have to export, three millions of 
gold, you must withdraw three millions of notes." 
And you will observe that the notes issued are 
thrown upon the money market in masses, in the 
way the most likely to stimulate speculation : 
and by the time that speculation has come into 
full play, and the prices of all commodities have 
advanced, gold is withdrawn, a contraction of the 
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currency takes place, and the whole community is 
plunged in distress. And upon this principle of 
governing the currency, these alternations are un- 
avoidable. We must go on for everlasting in 
this see-saw fashion. The currency must run ^^ up, 
up, up," and then go *' down, down, down/' so as 
to correspond exactly with the fluctuations in the 
foreigti exchanges. 

In all countries the amount of the currency will 
fluctuate to a certain extent, in consequence of 
the increase of trade, the increased quantities of 
commodities, the advance of prices from scarcity, 
and other causes. The witnesses from Scotland, 
who were eiKimined before the parliamentary com- 
mittee of 1826, stated that the circulation of Scot- 
land increased regularly at fixed periods when 
certain payments were made. In the south of 
Ireland the notes in circulation in the month of 
January, are considerably more than the amount 
of those in circulation in the month of July. This 
is occasioned by the com, butter, and bacon trade. 
In these cases the increased issue of notes does 
not afiect prices, and occasions no alteration in 
the foreign exchanges. Now if the currency is 
to be regulated by the foreign exchanges, all 
these legitimate changes in the amount of the* 
currency must be counteracted. If the exchanges 
are unfavourable, the currency must be reduced, 
though the state of trade may require its extension. 
And, on the other hand, if the exchanges are 
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fietvouraUe^ the carrency must be increased, thoagb 
the state of trade may not require it. The latter 
was the case in tlie year 1837. It is obvious, 
from the cireulafion of the country banks and from 
other circumstances, that the state of trade in that 
year did not require an enlai^ment of the cur- 
rency, yet as the exchanges were favourable, the 
Bank of England increased her issues during the 
whole year. The money was not absorbed by the 
trade of the country, but accumulated in the hands 
of capitalists — ^interest consequently fell— and to 
obtain higher interest, the capital was ultimately 
invested in American securities ; this was the first 
step towards producing the pressure c^ 1839. 

But we are told that were the circulation wholly 
metallic, it would vairy in this way so as to cause 
a perpetual fluctuation in prices, and that hence 
a paper circulation ought to be made to vary so as 
to correspond. We dispute both the reasoning 
and the fact. Admitting the fact, that a metallic 
currency would produce this eternal fluctuation in 
prices, we contend that this would be no reason for 
making a paper currency to fluctuate in the same 
way. A paper currency is employed to obviate 
some of the inconveniences of a metallic currency, 
and why not obviate this inconvenience ? Will it 
be denied that a perpetual fluctuation in the prices 
of all commodities, is an inconvenience ? And if a 
paper currency can be so managed as to obviate 
this inconvenience, ought it not to be done ? But 
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we dispute also the fact. We do not admit that a 
currency, purely metallic, would fluctuate in the 
mode described. If a large quantity of gold and 
silver bullion were imported, it would not form 
part of the currency until it were converted into 
coin ; while in the state of bullion it would have 
no more effect upon prices than though it had 
existed in the form of gold watches and silver 
spoons. To convert it into coin would occupy 
time — ^and afterwards it must be diffused through 
the country before it would cause a general ad- 
vance of prices ; and before this was effected an 
unfavourable turn of the exchanges might cause it 
to be again exported. But under our present 
system, the gold and silver imported are taken to 
the Bank of England and instantly turned into 
Bank notes. This has the same effect as if the 
bullion could be immediately coined into sove* 
reigns and shillings, and possessed also the rapidity 
of diffusion that is peculiar to paper money. It is 
clear, therefore, that to regulate our paper money 
by the foreign exchanges, is not to make the cur- 
rency fluctuate in the same way as it would fluc- 
tuate in case it was wholly metallic. 

Again, we ask whether this plan of issuing notes 
upon deposits or purchases of bullion does not 
produce the same effects as though the Bank should 
issue her notes upon lodgments of cotton, or silk, 
or tea, or any other commodity. We should cen- 
sure, and justly too, the conduct of a country 
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banker^ who had commenced corn-merchant^ and 
inundated his district with notes issued in the pur- 
chase of corn ; but would his conduct be at all 
more censurable than that of the Bank of England, 
who inundate the country with notes issued in the 
purchase of gold or silver bullion ? It may be said 
that, when the country banker's notes are pre- 
sented for payment, he could not honour them 
until he bad first sold his corn, while the Bank of 
England, having not corn, but gold, could pay off 
her notes when presented. Supposing this to be 
correct, this would not counteract the evils pro- 
duced by the excessive issue. The notes would 
not be presented for payment to the Bank of Eng- 
land until the foreign exchanges had become un- 
favourable. But the mischief would then have 
been done, and the prompt payment of the notes 
would not counteract the evils produced by the 
high prices and speculations that followed the ex - 
cessive issues ; and let it be observed that when 
the exchanges have thus been rendered unfavour- 
able, it is by no means certain that the amount of 
notes for which gold would be demanded of the 
Bank of England would be limited to the amount 
of the portion that was in excess. It has been 
generally found that an unfavourable exchange 
resembles the operation of the syphon. When the 
currency is raised to a height that shall turn the 
exchanges, the gold continues to flow outward 
until nearly the whole stock is exhausted. 
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We may again observe, that if the amount of 
notes in circulation had been made to correspond 
with the stock of bullion in the Bank of England, 
the fluctuations would have been enormous. The 
following is the amount of bullion on hand at 
three periods : — 

BULLION. 

1837— April 1 .... 4,071,000 
1838— April 5 .... 10, 126,000 
1839— Oct. 18 .... 2,525,000 
Now then, upon the principle of the economists, 
as the gold increased 6,000,000 from April, 1837, 
to 1838, therefore the notes in circulation ought to 
have increased by 6,000,000 also ; and as the gold 
was less by 7,500,000 in Oct., 1839, than it was in 
April, 1838, therefore the circulation ought to 
have been less also by the same amount. Are 
those who contend that the currency ought to be 
regulated by the foreign exchanges, prepared to 
affirm that the circulation ought to have fluctuated 
to the extent here mentioned? Such certainly 
appears to be the meaning of the language of 
Colonel Torrens and Mr. Loyd, for the former 
states, that ^^an importation of the metals to 
any given amount would cause an expansion of 
the currency to the same amount. '^ And the 
latter states, '^ that the variations in the amount 
of the circulation shall correspond to the varia- 
tions in the amount of bullion." In opposition to 
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their views, we contend that the currency^ if 
purely metallic, would not vary as suggested — 
that if it did so vary, that would be no reason 
for causing a paper circulation to vary in the 
same manner^ and that an increase of the paper 
currency^ solely in consequence of a favourable 
course of exchange, must raise the prices of com- 
modities^ lower the rate of interest^ stimulate 
speculation, and cause the capital of the country 
to be invested in foreign securities. 

We will now examine the consequences of a 
contraction of the currency, occasioned by an un- 
favourable course of exchange. The average 
amount of the Bank of England notes in circula* 
tion during the thirteen weeks ending 

September 21, 1838, was £19,665,000 
December lO, 1839, — 16,732,000 



Showing a reduction of 2,933,000 

in the course of fifteen months. 

Here we are ready to admit that if the circu- 
lation was previously excessive, it ought to have 
been reduced ; nor are we prepared to contend that 
no case can possibly occur in which it may be 
proper to permit a contraction of the currency by 
the operation of the exchanges. But we maintain 
that a contraction of the currency under an unfar 
vourable course of exchange, would rarely be 
necessar)' if there had been no excessive issue 
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when the exchange was favourable ; and that, if 
past experience is any guide at all^ a contraction 
of the currency cannot take place to the extent of 
the amount of gold withdrawn ; and any attempt 
to effect this object must be attended with g^eat 
distress to the community. But, before we go 
any further, we will trace its practical operation. 

The theory is this : — By contracting her issues, 
the Bank of England produces a general fall in 
prices — these low prices induce foreigners to pur- 
chase our commodities — the bills drawn against 
these exports of commodities are brought into the 
market, and render the exchanges favourable ; so 
that subsequently the gold which had been ex- 
ported is brought back, in payment for these 
cheap goods. Let us examine the different stages 
of this process. 

The first step is — the Bank of England con- 
tracts the circulation — that is, she reduces the 
amount of her notes in circulation. This is done 
in two ways : first, by withdrawing the notes al- 
ready in circulation, and secondly, by restraining 
further issues. The former is effected by selling 
Government Stock Exchequer Bills or other secu- 
rities, and the latter by diminishing the amount of 
loans and discounts. But in this attempt to re- 
duce her circulation, the Bank has to encounter a 
difficulty. The Bank of England is a bank of 
deposit as well as of circulation ; and when she 
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contracts her circulation^ money becomes more 
valuable^ and hence the depositors withdraw their 
lodgments, some to employ the money in their 
mercantile engagements, and others to put out 
the money at a good rate of interest. The with- 
drawal of this money puts more notes into circu- 
lation, and hence, to that extent, counteracts 
the operations of the Bank. This difficulty, how- 
ever, is not very formidable. The government 
deposits will not be removed, nor, generally, will 
those lodged by trustees, assignees^ or persons 
out of trade. It will be chiefly by people in busi- 
ness, and the effect is merely to induce the Bank 
directors to make a further coutraction of the cir- 
culation to counteract the withdrawal of her de- 
posits. If the Bank is determined to contract her 
circulation, there is no doubt she has the power of 
doing so. 

The second stage of the process is, that the 
contraction of the circulation causes a general fall 
in the prices of commodities. Political economists 
consider it to be a doctrine firmly established — 
that if the amount of notes in circulation be re- 
ducedy the prices of goods must fall, and that, too, 
in exact proportion to the amount of the notes 
withdrawn. This would, no doubt, be the case 
if all other things remained the same, but all other 
things do not remain the same. The efiect of a 
contraction of the circulation upon the prices of 
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commodities is liable to be counteracted or re- 
tarded to a certain extent by various circum- 
stances : — First, By the substitution of credit for 
money. When the Bank of England reduces the 
amount of money in circulation^ that class of pur- 
chasers who pay ready money have reduced means 
of purchase. This occasions a reduction of the 
demand^ and would have a tendency to produce a 
fall of prices. But the sellers, rather than sell a 
smaller quantity of their wares^ offer to sell for 
credit instead of money, and^ by this substitution 
of credit for money, the price of the commodity is 
maintained. Secondly, By the increase of a bill 
circulation. The reduction of the amount of the 
note circulation uniformly increases the amount of 
the bill circulation. These bills are of two classes 
— commercial bills and bankers' bills. In all 
trades it is customary to allow a liberal discount 
for ready money. This allowance usually amounts 
to from five to seven and a-half per cent. : hence 
wealthy mercantile houses usually pay money and 
take the discount; but when money becomes 
scarce, instead of saying, '' take off the discount, 
and 1 will pay you the money/' they say, " draw 
upon us and we will accept." And when a coun- 
try banker discounts a bill for his customer, in- 
stead of giving him the cash, he will give him his 
own draft at twenty-one days upon his London 
agent. These bills serve the purpose of a currency. 
Formerly the circulation of Lancashire consisted 



32 

almost entirely of bills of exchange. Thirdly. Ano- 
ther cause that prevents an immediate fkll in prices, 
is the strength of the joint-stock system of bank- 
ing. Formerly, when the Bank of England con- 
tracted the circulation, some of the private banks 
immediately failed. This caused nearly all to be 
suspected. The banks called in the loans they 
had made to their customers^ and declined to dis- 
count. Consequently the manufacturers and others 
were compelled to sell their commodities in order 
to meet the payments they had to make. But the 
Joint-Stock banks are different from the private 
bankers ; they have more capital eng^ed in the 
business ; they have a larger portion of the public 
confidence^ and have therefore less fear, and they 
have more ample means for assisting their cus- 
tomers : hence^ when a pressure comes upon the 
money market^ the customers say to the banks — 
we have ample property, but should we force a 
sale just now we shall sustain a great loss ; lend 
us, therefore, sufficient to meet our present 
payments during the existing pressure, and 
we will give you the most ample security. 
Now, in this case, if the banker knows his cus- 
tomer to be a man of property and a prudent man, 
he will, of course, comply with his wishes. It is 
not the interest of a banker to support his custo- 
mer in a speculative undertaking, but it is his 
interest, and also his duty, to give him support in 
any temporary calamity in which he may be in- 
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volved. It is easy to see that if assistance of this 
kind is offered on a large scale^ it will have a 
tendency to prevent a fall of prices ; but although 
the prices of goods may not fall^ the amount of 
sales will be reduced^ and there will be a stagna- 
tion of trade, that may throw large masses of 
people out of employment. Fourthly, Another 
cause that will prevent or retard a general fall of 
prices, under a contraction of the currency, is the 
alteration of the laws of usury. Formerly, when 
money could not be lent at a higher rate than five 
per cent., parties sold their goods at a reduced 
price to be enabled to meet their payments. 
Large stocks of goods being brought to market 
under such circumstances necessarily caused a fall 
of prices; but now the merchants or manufacturers, 
instead of selling their goods, will borrow money 
at a high rate of interest And, on the other hand, 
monied capitalists who formerly made purchases 
in seasons of pressure at reduced prices, are now 
willing to lend their money at advanced rates of 
mterest. Hence, as the goods are not brought to 
market, no fall takes place in the price. Fifthly, 
"We may mention one circumstance more that tends 
to prevent a sudden fall in prices under a con- 
traction of the currency — which is a previously 
sound state of trade. Where great speculation 
has existed, a contraction of the currency will 
necessarily cause the prices of those articles that 

D 
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have been the subject of speculation^ to fall to 
their natural level, and probably below that level. 
But when trade has been prudently managed — 
when each man holds no larger stock than his 
legitimate business requires, and which is only 
commensurate with his capital, a contraction of 
the currency will not so suddenly nor so deeply 
affect the prices of these commodities, and, pos- 
sibly, may not affect them at all — the amount of 
transactions may be diminished without the prices 
being reduced. In compliajice with the theory, 
however, we must suppose all these difficulties to be 
overcome, and that the contraction of the currency 
has produced a general fall of prices. This brings 
us to the next operation. 

The Bank having contracted the circulation, 
and this contraction having caused a general fall 
of prices, it is next presumed that large quan- 
tities of goods will then be purchased for export- 
ation. It seems reasonable to believe that goods 
will be more readily purchased when prices are 
low than when they are high. But yet it may be 
asked whether the quantity of goods purchased 
will not be regulated by the consumptive demand 
in foreign countries, and whether the low prices 
will cause any very large increase in the quan- 
tity consumed. Without waiting to discuss the 
question we may safely contend that the goods 
purchased can have but little effect in rectifying 
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the exchanges. As soon as the Bank puts on the 
screw all purchases for foreign exportation imme. 
diately cease — the exporters wait until prices have 
reached the lowest point of depression, and then, 
and not till then, they make their purchases. But 
when this point has arrived the exchanges have 
been rectified — gold ceases to be exported be- 
fore the lowest point of depression has arrived. 
Purchases of goods for exportation may have the 
effect of bringing- back some of the gold which has 
been sent abroad, but they come too late to pre^ 
vent the drain, so that the Bank of England has^ 
by putting on the screw, deprived herself of the 
assistance of the foreign merchant during the 
struggle, and obtains his co-operation only after 
the conflict is over. And yet to obtain his assist- 
ance was the only object for which the circulation 
was contracted. 

It is now presumed that large quantities of 
goods having been purchased for exportation, 
bills will be drawn against these exports and sold 
in the market, and these bills will turn the ex- 
changes in our favour. The export of goods will 
certainly have a tendency to rectify the exchanges, 
but the bills brought to market, may or may 
not immediately check the exportation of gold 
according to circumstances. If the unfavourable 
course of the exchange has arisen merely from the 

p 2 
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balance of trade being against us, and gold is 
exported because it is the cheapest mode of 
making payments, then a supply of bills will 
check the exportation of gold. A merchant will 
send either gold or bills according to his interest, 
and when he can obtain bills on more favourable 
terms than gold, he will make his remittances in 
bills. But if the demand for gold arises from an 
importation of foreign com, then a supply of bills 
will not prevent an exportation of gold, for the 
countries from which we export the corn will re- 
quire gold. If, too, the demand for gold arises, 
not from an unfavourable balance of trade, but 
from political causes — if, for instance^ the Em- 
peror of Russia wishes to replenish his military 
chest with gold — or the President of America is 
determined to have a gold instead of a paper cur- 
rency — then a supply of bills will not prevent the 
exportation of gold. The consideration that may 
influence a merchant will not influence a monarch ; 
the latter will not take the expense into account, 
if he determine to have gold, let it cost what it 
may the gold he will have. 

We see, then, that the plan of controlling the 
exchanges merely by contracting the circulation 
is a very tedious process, and, after all, an un- 
certain one. For although it has a tendency to 
accomplish the object, yet the operation may be 
so tedious that the Bank of England may stop 
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payment in the mean time. Possibly such would 
have been the case in the year 1839^ had not the 
Bank of England made the arrangement with the 
Bank of France. It is obvious that the directors 
of the Bank of England had become alarmed^ and 
were unwilling to depend entirely upon a con- 
traction of the currency for rectifying the ex- 
changes. 

But we will suppose all the difficulties we have 
enumerated to be overcome, and the grand object 
accomplished. The Bank has contracted the cur- 
rency — the contraction of the currency has re- 
duced prices — ^the reduction of prices has caused 
large quantities of goods to be purchased for ex- 
portation — and the exporters have brought to 
market a supply of bills that have turned the ex- 
changes. What is the state of the country after 
all this is accomplished ? The fall of prices has 
driven hundreds of traders into the Gazette, the 
decline of trade has thrown thousands of people 
out of employment^ property of every kind has 
become less valuable, money cannot be obtained 
even for the most useful and necessary purposes, 
a general want of confidence prevails, and our 
only consolation is that, nevertheless, the Bank of 
England still retains a few sovereigns in her 
vaults. 

Now, then, gentle reader, you see exactly how 
the whole system works, or how it is intended to 
work. When the exchanges are favourable, gold 
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comes into the country. This gold is taken to the 
Bank^ who issue their notes for it ; the notes thus 
put into circulation raise the prices of all commo- 
dities^ stimulate a spirit of speculation, lower the 
interest of money, and cause the capital of the 
country to be invested in foreign securities. Then 
the gold must go out of the country to pay for 
these foreign securities ; the Bank of England 
gives out the gold and takes in her notes. Now 
money becomes scarce, the rate of interest ad- 
vances, the prices of commodities fall^ the low 
prices induce foreigners to buy, and the export of 
these goods rectifies the exchanges. Again, gold 
comes into the country ; is again taken to the Bank 
of England^ who again issues her notes, and so we 
go on as before. We think we have said enough 
to show the unsoundness of this system. 

In addition to those evil effects that we have 
already mentioned as essentially connected with 
the system^ we will notice a few other bad effects 
that it has incidentally produced. 

1. One effect is, that the contraction of the circu- 
lation of the Bank of England leads to a general 
apprehension of danger. Hence the bankers and 
others keep larger reserves of bank-notes on hand 
in order to be prepared for the worst, and thus the 
evils of the contraction are considerably increased. 
'^ That portion of the notes of the Bank of England 
which is passing from hand to hand, may be called 
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the active circulation. That portion which is 
hoarded or kept in reserve to meet possible demands 
may be called the dead circulation. Now it is quite 
certain that the dead circulation^ while it remains in 
that state has no effect upon the prices of commo- 
dities — the spirit of speculation — or the foreign 
exchanges. These are effected only by the 
active circulation. In seasons of pressure the 
dead circulation is increased at the expense of the 
active circulation, because people hoard their 
money to meet contingencies. Hence we find the 
pressure is often more severe than the reduction of 
the Bank circulation would seem to warrant. But 
the fact is^ that the pressure is in proportion to the 
reduction of the active circulation, and not in pro- 
portion to the reduction of the whole circulation. 
On the other hand, in seasons of abundance^ the 
dead circulation is diminished, the active circula- 
tion proportionably increased^ and hence the stimu- 
lus given to trade and speculation is much greater 
than the returns of the Bank of England would 
warrant us to expect/'* 

This is the natural effect of a pressure. A con- 
traction of the circulation produces pressure. An 
apprehension of further pressure produces panic. 
The determination of the Bank of England to turn 
the exchanges by a contraction of the currency, 
is always a matter of notoriety. But no one knows 
how soon the exchanges may be turned^ or to what 

* History of Banking in America, page 96. 
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extent the contraction of the currency may be car- 
ried — nor how many failures will occur before the 
object will be effected. Hence arises universal 
distrust. And as credit and confidence are essen- 
tial to trade, the sudden stoppage of this confidence 
causes g^eat commercial distress. — Pressure, when 
accompanied by panic, is far more destructive to 
the commercial classes. In 1836 there was less pres- 
sure but more panic than in 1839, and the failures 
were then more numerous. We may observe, 
that in seasons of pressure^ some public writers 
and political economists^ having adopted the prin- 
ciple that the currency ought to be regulated by 
the foreign exchanges, adopt a course very likely 
to occasion panic. They reproach the Bank for 
not reducing her circulation more rapidly, and 
they denounce every fresh issue of notes as a de- 
parture from sound principle. It must^ however, 
be admitted, that in doing this they act con- 
sistently with their theory— that the circulation 
ought to be contracted^ so as to correspond with 
the fluctuations in the stock of bullion in the Bank 
of England. 

2. Another effect of regulating the currency by 
the foreign exchanges is, that it leads in seasons 
of pressure to an enormous rate of interest. We 
allude not merely to the increased market rate of 
interest produced by a diminished supply of money, 
but to the artificial rate fixed and announced by 
the Bank of England. 
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We are friendly to the alteration that has been 
made in the laws of usury, and think that during 
the recent pressure its effects have been very 
beneficial. At the same time^ a Bank that has 
a monopoly of the circulation should not take ad- 
viantage of the law to exact an extortionate rate 
of interest. In our opinion the Bank of England 
should never charge more or less than five per cent. 
Last year she raised her rate to six per cent. We 
do not believe that she did this with any view of 
making larger profits for her proprietors. But 
having determined to regulate the currency by the 
foreign exchanges^ and the state of the exchanges 
requiring that the currency should be contracted, 
she raised the rate of interest, with the view of 
checking the demand for discounts. It has been 
questioned^ whether this effect was actually pro- 
duced. It has been supposed, that this measure 
created more apprehension in the public mind and 
thus led to increased demand for discount. How- 
ever this may be, it is certain that the advance of the 
rate by the Bank of England, led to an immediate 
advance in the market rate of discount. We have 
already remarked, that *^when the Bank of England 
lowers her rate of interest in seasons of abundance,^ 
it has the effect of reducing the market rate of in- 
terests below the Bank rate.'^ But in seasons of 
scarcity, precisely the opposite effect follows. 
For when the Bank raises the rate of discount, it 
has the effect of raising the market rate still higher. 
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Thus^ if the Bank should be discounting at five 
per cent.^ and the market rate should be five and 
a half per cent., let the Bank raise her rate to six 
per cent., and the market rate will immediately 
become seven or perhaps eight per cent, or 
even higher upon inferior bills. For the Bank 
rate of discount will be the market rate for only 
the first class of bills — such bills as could be 
discounted at the Bank — and all bills of the second 
class will have to pay an advanced rate, and 
those of a still more inferior character will not be 
discountable at all. This is a great injury to the 
middle class of traders^ many of whom will be un- 
able to make good their payments from the sudden 
stoppage of their discounts. The rate of interest 
is merely the price paid for the loan of money, and 
it is clear, that if the Bank of England did not re- 
gulate her issues by the foreign exchanges, she 
would never raise the rate merely to check the 
issue of her notes. But under the present system, 
when the market rate of interest is low, she reduces 
her rate to make it still lower ; and when it is hig-h, 
she advances her rate to make it still higher. We 
regret that the Bank of England should have 
adopted this measure, because as the law expires 
in January, 1842, it must come under the consi- 
deration of Parliament next year, and then no 
doubt its opponents will say, and may say truly, 
that under this law the Bank of England may 
exact from the public any rate of interest she 
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pleases, and that she has already applied it to a 
purpose for which it was never intended. 

3. The fluctuations in the value of money pro- 
duced by attempting to regulate the currency by 
the foreign exchanges are injurious to both the 
London and the country bankers. In seasons 
when money is abundant, the bankers obtain but a 
low rate of interest on their loans and discounts — 
and they are tempted to make imprudent invest- 
ments in order to employ their funds. And when, 
on the other hand, money is scarce, the amount of 
their lodgments is reduced — the rate of interest 
allowed on the permanent deposits is advanced — 
a larger sum is kept unemployed in the till — and 
there is more danger from losses, either by the 
failure of parties in debt to the bank, or by the 
necessity of realizing government securities. 
Those country bankers who are in the habit of 
rediscounting their bills in London are induced, 
when money is abundant, to carry this system to a 
great extent, because they can obtain money at two 
or three per cent, in London and lend it in the 
country at four or five per cent. But when money 
becomes scarce they have to pay an exorbitant 
interest or are denied discounts altogether, and 
they are then compelled to refuse their customers 
their usual accommodation, and then great distress 
is occasioned in the provinces. Except under 
peculiar circumstances, both the extremes of 
abundance and scarcity of money are unfavour- 
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able to large banking profits. A state in which 
money is easy without being abundant^ and valu- 
able without being scarce, is the most conducive 
to the prosperity of both the banking and the 
commercial interests of the country. 

4. The attempt to regulate the currency by the 
foreign exchanges is a main cause of the hostility 
of the Bank of England towards the Joint-Stock 
Banks. The Joint-Stock Banks have been very 
useful to the Bank of England. Theyhave extended 
her circulation in the provinces. In seasons of 
pressure they have taken off her shoulders a large 
portion of the burden of supporting public credit, 
and by the confidence they have spread through 
the country they have saved her from a domestic 
demand for gold. Why then should the Bank of 
England bear towards them any degree of ani- 
mosity? — Why should pamphlet after pam- 
phlet be launched by Bank directors against 
the Joint-Stock Banks, and these attacks ex- 
tended even to the Banks of Scotland? — 
Why is every note issued by a Joint-Stock 
Bank refused by the branches of the Bank of 
England unless funds have previously been 
lodged for its payment? — Why, in the intercourse 
of business, are restrictions placed on the Joint- 
Stock Banks that are not placed on the private 
Banks? — ^Why is every bill that bears the en- 
dorsement of a Bank of Issue refused to be dis- 
counted-r-an act of hostility wholly unparalleled 
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in the history of commercial warfare — and which 
recognises as a principle in banking practice that 
a bill^ discountable on its own merits^ may be 
rendered undiscountable by the addition of an 
unquestionable endorsement All these hostile 
measures result from a desire on the part of the 
Bank of England to regulate the whole currency 
of the country by the fluctuations of the foreign 
exchanges. Neither the Joint-Stock Banks of 
England^ nor those of Scotland, regulate their 
issues by this principle. They have neither the 
will nor the power to make their circulation 
fluctuate so as to correspond with the fluctuations 
of gold in the coffers of the Bank of England. 
Mr. HoRSLEY Palmer has complained that the 
efforts of the Bank of England to produce a gene- 
ral fall of prices, are, to a certain extent, counter- 
acted by the operations of the Joint-Stock Banks. 
The accusation is just, but Mr. Palmer has mis- 
taken the means by which this effect is produced^ 
It is not by the issue of notes, but, as we have 
already explained, by their large paid-up capitals, 
their stability, and the public confidence they 
enjoy, that they are enabled to prevent or retard 
an undue depression of prices under a contraction 
of the currency by the Bank of England. Previous 
to their establishment, whenever the Bank of Eng- 
land reduced the circulation, crack went the 
banks^— away went the merchants — down went 
prices — and the exchanges were righted speedily. 
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But now, when the Bank of England contracts the 
circulation^ the banks won*t go, and the merchants 
won't go, and prices won't go, but the gold 
will go. How provoking this ! If half the 
Joint-Stock Banks in the country would just 
have the kindness to stop payment whenever 
the Bank of England wanted to turn the 
exchanges, it would be of great assistance to- 
wards attaining the object. Mr. Horsley Pal- 
mer has eulogized the private banks^ of whom, he 
states^ above 150 failed about the year 1810^ and 
about eighty more in 1825. But the Joint-Stock 
Banks cannot be so easily crushed. They are able 
to support public credit, even under an adverse 
state of the exchanges^ and hence it is their 
strength^ not their weakness^ that makes the 
Bank of England their enemy. These hostile 
feelings are much to be deplored. Contests be- 
tween Banks are always injurious to the commu- 
nity, and seldom of advantage to the Banks them- 
selves. 

5. Another evil arising from this system is, that in 
seasons of pressure it is the interest of the Bank of 
England to withhold assistance from all other bank- 
ing and mercantile establishments. The more that 
failure, panic, misery, and want of confidence prevail^ 
the more likely prices are to fall and the exchanges 
to become favourable. There was a time that, in 
seasons of distress^ all solvent banking and mer^ 
cantile establishments instinctively turned their 
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eyes to tbe Bank of England for support^ and re- 
ceived IT TOO. But after the Bank had adopted, 
the principle of regulating the currency by the 
foreign exchanges^ a different course was adopted. 
In 1836-7^ one Joint-Stock Bank, one private 
Bank^ and three large American houses received 
assistance from the Bank of England, but it was 
only on condition of winding up their affairs. And 
in the pressure of 1839^ it was understood that 
the Bank had determined to take care of herself, 
and in no case would assistance be granted to any 
firm in distress. Thus we find, that, under the 
operation of this principle^ the Bank declines to 
give any assistance to trade and commerce in sea^ 
sons of calamity^ or, if she does so^ her assistance 
is death. 

6. Another evil connected with the system is that 
during seasons of pressure parties who profess to 
be friends of the Bank of England do all they can 
to destroy public confidence, and to promote sus- 
picions and distrust with reference to commercial 
and banking establishments. Reports are said to 
be in circulation, banks are said to have failed ; 
mercantile houses are said to be embarrassed ; 
every kind of calumnious imputation is thrown out 
against large classes of the commercial commu- 
nity. All this is done with a view to serve the 
Bank of England, and it does serve the Bank of 
England, and the greater the mass of craft andvillany 
that can be enlisted in this kind of employment. 
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the more effectually the Bank of England is served. 
By destroying public confidence the prices of com- 
modities are more likely to fall, and hence the 
foreign exchanges may be sooner rectified. We 
are far from intimating that the Bank directors 
themselves set in motion these slanderous reports. 
But though they may ^^ despise the traitor, they 
profit by the treason." And as these parties show 
themselves acquainted with the operations of the 
Bank parlour on other occasions, the sanction of 
the directors is thus associated in the public mind 
with these nefarious proceedings. 

In thus tracing the operation of the system of 
regulating the currency by the foreign exchanges, 
we have confined ourselves to those effects which 
have been actually produced. But this system 
has never yet been fully tried. The Bank of 
England has never either augmented or contracted 
the circulation to the extent which her adherence 
to this principle would require. Had the circu- 
lation been increased in the year 1838, in pro- 
portion to the increase in the stock of bullion, 
money would have been still more abundant, and 
a much larger amount would probably have been 
invested in American securities. And if, on the 
other hand, the circulation had been contracted in 
1839 to the same extent as the stock of bullion, 
the ruin that would have spread throughout the 
country would probably have led to a domestic 
demand for gold that would have caused the Bank 
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to stop payment. This is the grand charge 
brought by the political economists against the 
Bank directors, that they have not acted 
upon this principle to the extent that they 
ought. Now we boldly contend that it is im- 
possible to carry it out into full operation. 
We have seen that an adherence to this rule 
would have required that the^ circulation of the 
Bank should have been 7,500,000/. less in Oc- 
tober, 1839, than in April 5, 1838, that is, it 
would have been reduced from 18,987,000/. to 
1 1,486,000/. A political economist would find this 
a very easy thing to do upon paper^ but we would 
appeal to bankers, merchants, and even to the 
Bank directors whether this could be effected? 
Whether even a resolute attempt to effect it would 
not cause half the bankers and merchants in the 
nation to stop payment ? And whether it would 
not produce such a panic as to cause a domestic 
demand for gold that would stop the Bank of 
England herself, and without the intervention of 
government reduce the country to a state of bar- 
ter? At present the doctrine of regulating the 
currency by the foreign exchanges is a mere the- 
ory. By ^^a theory" we mean a doctrine that has 
never been tried by the test of experiment. The 
Bank of England, indeed^ has tried it as far as she 
dared, and as far as it has been tried its effects 
have been most disastrous. 

But we shall be asked if the currency is not to 
be governed by the foreign exchanges, by what 
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principle ought it to be governed? This question 
IS founded upon the assumption that there is some 
one principle which ought to be observed, regard- 
less of all other considerations^ and by an adher- 
ence to which the currency will at all times be 
kept in a sound and proper state. If the querist 
will demonstrate to us that such a principle exists, 
we will then attempt to discover where it is to be 
found. But we boldly maintain that the regulation 
of the currency by the foreign exchanges is not such 
a principle^ and we dare its advocates to the proof. 
But an objector may say, it is admitted that the 
Bank ought not to increase the circulation on ac- 
count of a favourable course of exchange, but can 
she avoid contracting the circulation when the ex- 
changes are unfavourable ? Must she let all her 
gold be exported without making an effort to stop 
it? To this we reply, first, that were the Bank of 
England not to expand her circulation when the 
exchanges are favourable, the exchanges would 
seldom be unfavourable. The late Mr. Roths- 
child stated to the parliamentary committee of 
1832, that the exchanges were so uniformly in 
favour of England^ in consequence of our manu- 
factures, that it was necessary we should occa- 
sionally import corn^ and engage in foreign loans, 
in order to get rid of our superfluous treasure. 
'* England is the place of settlement for the whole 
world ; what is wanting in India, in the Brazils, 
&c.,gets settled here; and suppose you import 
iron from Sweden — if you receive 1000/. worth of 
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iron, and manufacture it, you will then get 10,000/. 
for it, and then, when it is manufactured, it is sent 
to all the world. Suppose you get cotton from 
America, the cotton costs there 3d. or 6rf. per 
pound ; but when it is manufactured, that pound of 
cotton is worth four times as much. In the regular 
course of things, the exchanges with every country 
must be in favour of this." Secondly, we reply 
that were the currency kept in a sound state, an 
unfavourable, course of exchange — as, for instance, 
in the case of a bad harvest — would not be likely 
to take away more gold than what the Bank could 
conveniently spare, without deranging the cur- 
rency. We again quote Mr. Rothschild — ^* Sup- 
pose we have a bad harvest in this country, 
and we import very largely corn : this will have an 
effect immediately for a short time, but in general 
the exchange is always in our favour." Thirdly, 
we reply, that in those cases where the exchanges 
are so unfavourable as to warrant the interfer- 
ence of the Bank of England, the Bank could 
make such arrangements as would enable her to 
meet the demand for gold without contracting 
the circulation. In the year 1839 the contraction 
of the currency failed to arrest the exportation 
of gold, and that object was ultimately effected 
by the arrangement to draw bills upon Paris. 
Why could not such an arrangement be per- 
manent, and why could it not be acted upon in 
the first instance, instead of being postponed 
to the eleventh hour ? Other means might also 
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be employed to stop an unfavourable course of 
exchange for a time, until it was rectified by the 
natural course of trade. A few years ago the 
exchanges between Ireland and England fluc- 
tuated more than they do now between England 
and France ; but in 1825 the Bank of Ireland 
determined to give bills on London at twenty-one 
days' date for cash, and hence this exchange 
became the maximum of the fluctuation. Why 
may not the Bank of England adopt a similar 
practice with reference to the continental cities — 
we do not say permanently but to meet those 
temporary cases to which we have referred. 
*' The Bank of England/' said Mr. Rothschild^ 
with reference to regulating the exchanges, '* has 
great power if they do not care to sacrifice mo- 
ney." And why should they not sacrifice money 
— why should not a portion of the expense of 
rectifying the exchanges be borne by those who 
must supply the gold ? At present^ the plan is 
for the Bank to reduce her circulation, and hence 
to lower prices ; our manufacturers have then to 
sell their goods at reduced prices^ and thus the 
cost of rectifying the exchanges falls upon the 
productive industry of the country, while during 
the process the profits of the Bank of England 
are actually augmented in consequence of carrying 
on her business with a less amount of treasure. 

The case of Ireland appears so appropriate that 
we wish to bring it under the particular attention 
of our readers. In the year 1804 a Committee 
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of the House of Commons was appointed to ^' in^ 
quire into the state of Ireland^ as to its circulating 
paper, its specie^ and current coin, and the ex* 
change between that part gf the United Kingdom 
and Great Britain, and to report the same^ with 
their observations and opinions thereupon^ to the 
House." The Committee directed their inquiries 
to three points : 1st, As to the fact of an unfavour- 
able exchange existing^ and to what extent ; 2nd, 
As to the causes which have created it ; 3rd, As 
to the remedies which can be resorted to for either 
removing or alleviating the inconveniences arising 
from it. Under the last head the Committee did 
not recommend that the Banks of Ireland should 
extend their issues of notes when the exchange 
was favourable, and suddenly contract them when 
it became unfavourable — but they recommended 
that the Bank of Ireland should collect funds in 
London and give out bills on London at a fixed 
number of days after date. The following is an 
extract from the report — we have placed in italics 
those portions of it that seem capable of an appli* 
cation to the exchanges between England and the 
Continent : 

<< Other modes of obtaining a common medium, such as that 
of inducing or even compelling the Bank of Ireland to give Bank 
of England notes in exchange for their own on demand, or to 
make their own exchangeable for them in London, or to give 
bills of exchange on London for them, have been suggested; 
and there is no doubt any of them would have the effect of recti- 
fying the exchange. The objection that has been made to this 
proposal is the difficulty and expense to the Bank of Ireland 
which would attend the procuring a fund in London on which to 
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draw. On this your Committee observe, generally, that neither 
the difficulty nor the expense attendant on this measure would 
be so great as that to which the Bank, by its constitution, is 
necessarily subject at all times when not protected by a restric- 
tion from performing its engagements ; and that whateTcr funds 
the Bank formerly applied, or intended again to apply, on the 
removal of the restriction, to provide for the difficulty and 
expense of obtaining a supply of gold, might in the interim be 
applied to the procuring of English bank-notes ; the evidence of 
Mr. Winthrop points out the practicability of obtaining a suffi- 
cient supply of Bank of England notes with such a fund ; his 
expression is, that ^ the Bank of Ireland y or any person, 
may procure bank-notes now to any extent, if they will pay 
for them.* But Mr. Mansfield's evidence so clearly shows the 
practical mode of carrying this measure into effect, that your 
Committee cannot impress it too strongly upon the attention of 
the House ; it shows, in the example of Scotland, how effectually 
a very small sum, vigorously and wisely applied, did operate, 
and that Baiiks there did establish an adequate fund with ulti- 
mate advantage to themselves. 

" His account states, that * there was, after the peace of 
Versailles, in 1763, an exchange of five or six per cent, against 
Scotland with London, created by persons collecting gold from 
the different banks there, bringing it to London, and passing 
their bills at Edinburgh for it, in order to put a profit iuto their 
own pockets by raising the exchange. The two chartered Banks 
of Scotland, seeing that this exchange arose from artificial 
means, collected as much funds as they could bring to London, 
and by drawing gradually at one-half, or one per cent, less than 
the others, reduced the exchange to what they esteemed par 
bills of forty days* date," at which it has steadily continued ever 
since, unaffected by the failure of the bank of Ayr ; the convul- 
sions to credit in general in 1792 and 1793; the failures in 
1795; and the difficulties which ^caused the restriction in 1797^ 
but which was not extended to the chartered Banks of Scotland ; 
and all this notwithstanding the great presumption, that if an 
account of all pecuniary transactions between Scotland and 
England could be ascertained, it must have often happened that 
the balance was against the one country or the other. 

'* This fact gives great force to the argument of those wit^ 
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nesses who propose that the Bank of Ireland should establish 
a credit for the like purpose in London ; and the present pecu- 
liar situation of the Irish finances not only points out a ready, 
but an adequate and effective fund, which at the same time 
that it gives to the Bank of Ireland every prospect of success 
which has attended the measures of the chartered Banks of 
Scotland, exempts it from all expense, risk, or difficulty which 
might attend it; for your Committee must observe, that the 
Bank of Scotland undertook to provide this fund at their own 
expense y but the Bank of Ireland has an opportunity of esta* 
blishing it without expense to themselves ; and further, it appears 
to have been suggested to the Banks of Scotland by their good 
sense and patriotism, to try the efficacy of a measure without 
precedent, while the Bank of Ireland has only to follow an 
example where success has been already demonstrated by ex* 
perience. 

** Your Committee, therefore, recommend that immediate 
measures should be taken with the Bank of Ireland for esta- 
blishing an effectual fund in London for drawing on, whereby 
they may gradually reduce the exchange in the manner some- 
what resembling that which was adopted by the Edinburgh 
banks. If any argument should be thought necessary in aid of 
the strong practical example which Scotland affords, they would 
refer to the evidence of Mr. D*01ier, and of others, but particu- 
larly Mr. Irving, who states * that if the Bank were to invest 
part of its capital in England, thereby furnishing a fund which 
would at all times give it the means of drawing ^ it would in 
such case have a control over exchange operations of such 
power as to enable it at all times to regulate the exchange ;' and 
he says again, ' that he would consider a loan of two, three, ot 
four millions in England for the use of the government of Ire- 
land, paid into the Bank of England, to be placed there to the 
credit of the Bank of Ireland, to operate to all intents and pur- 
poses as such fund.' Mr. Irving adds, * that the creation of 
such a fund in London might, and most probably would, be 
attended with considerable expense to the Bank, but the evil of 
the expense would be temporary, the good would be permanent 
to the Bank and to the public. This plan,' he says, ^ would ne- 
cessarily oblige the Bank of Ireland to be dealers in exchange, 
which would be a new source of advantage that would more 
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than compensate the additional risk and trouble/ And they 
agree entirely with that gentleman in his opinion, ' that a bank^ 
having an exclusive charter y exacts from its directors a two- 
fold duty — a duty to the proprietors^ and a duty to the public, 
which f operating together ^ would mahe the directors avoid sacri- 
Jicing their duty towards the public to the interest of the proprie- 
tors.* In this case, however, the interest of the proprietors of 
the Bank of Ireland and the public seems to be the same ; and 
there possibly and probably is another fund, which that joint 
interest might induce the directors to invest in the Bank of 
England, or use for the benefit of the exchange, if they were 
legally empowered, namely, whAteyer surplus they have of specie 
in their coffers , over and above what they are allowed by law to 
issue, or what a due consideration of the circumstances of 
Ireland might show it prudent or necessary for them to keep 
there. Of the amount of such surplus your Committee do not 
pretend to form any judgment ; be it what it may, it is as 
useless both to the Bank and to the public, where it lies, as if it 
were buried by them in the earth ; but by being applied to free 
exchange from the mischiefs which oppress it, it might be of 
essential service. If an unfavourable exchange should even take 
the whole of such surplus out of the country, which is by no means 
to be supposed, a favourable exchange, which would be the 
probable consequence, must soon luring it back again, and mean- 
time it would not only operate beneficially, but might have the 
advantage of being at least as completely secured for the Irish 
Bank proprietors as it is now. 

Before your Committee quit the subject of exchange, they 
wish to observe, that if their inquiries have failed in enabling 
them to propose any effectual remedy, still a remedy ought to be 
sought for by the wisdom of the House ; for that a great 
country, now placed as Ireland is under the same legislature 
with England, forming a constituent part of the United Empire 
equally as England, or any. county in England does, its metro- 
polis not so distant from London as any part of Scotland, New- 
castle, Carlisle, or Durham, shpuld labour in its procuring 
intercourse with England, under. a. x^onstant varying exchange 
which the others are free from; that the intervention of a nar- 
row sea, with regular daily- packets, and speedy means of mutual 
transport^ should cause an incumbrance in the mutual inter- 
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change of money, which does not exist where the distance 
by land is greater, and the communication by post not more 
frequent, nor more expeditious ; that there should be no ex- 
change, or an exchange commuted for a regular number of days 
between Edinburgh and Liverpool, and Bristol with London ; 
and that an exchange must exist, or is incapable of such com- 
munication between Ireland and London ; and that the evils 
which this long inquiry has investigated should be entirely 
without remedy f are positions so strange, that your Committee 
cannot believe them to be founded in the common nature of 
things y and must impute to their own insufficient investigation, 
or want of sagacity, the not having pointed out an adequate 
remedy, if they have failed to do so." 

It will be remembered that this Report was 
made before the inveDtion of steam-boats^ and 
before the assimilation of the currency. In 1801 
the money of Ireland was different from that of 
England^ and Dublin was more distant from Lon- 
don than Paris or Hamburg at the present time. 
Parliament did not enforce the recommendation 
of the Committee but twenty years afterwards, 
the Bank of Ireland adopted their suggestions. 
There was no difficulty in carrying the measure 
into effect, and the evils that formerly resulted 
from the fluctuations of the exchanges are no 
longer known. Why, we ask, cannot similar 
measures be adopted by the Bank of England with 
reference to our foreign exchanges ? We do not 
mean that the Bank of England should expand 
her circulation, when the exchanges are favour- 
able — thus advance prices, stimulate speculation, 
and drive the capital of the country into foreign 
investments, and then attempt to counteract the 
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effects of these proceedings by artificial opera- 
tions on the exchanges. But we do maintain that, 
if the Bank should not extend her circulation 
under a favourable course of the exchange^ she 
can^ at all times, be prepared to meet an adverse 
exchange^ by other means than a contraction of 
the currency. 

We do not think it necessary to notice the 
various schemes that have been suggested to pre- 
vent the recurrence of pressures on the money 
market. Those that are proposed by the most 
respectable writers refer to the establishment of a 
national Bank^ — conferring on the Bank of England 
the sole privilege of issuing notes^ — and the sepa- 
ration of the currency department from the other 
branches of her business. All these suggestions 
are founded upon the principle that the currency 
ought to be regulated by the foreign exchanges, 
so as to make the amount of notes in circulation 
to expand or contract according to the fluctuations 
in the stock of bullion. And these measures are 
proposed as the means of giving greater eflSciency 
to the principle, so as to render the fluctuations 
in the currency more prompt and more extensive. 
If we have been successful in proving the un* 
soundness of this principle, we have given to 
these suggestions a sufficient refutation, though 
they are all highly objectionable upon other 
grounds. Barring her exclusive privileges, we 
see no objection to the Bank of England as at 
present constituted — her recent acts of mismanage- 
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ment have arisen, not from any defect in her con* 
stitution^ but from the adoption of an erroneous 
theory which had been forced upon her attention 
by the political economists. 

We disclaim all theory. In the government of 
a bank, as in other things, the best teacher is 
experience. A bank that has a century of 
experience ought to require no other guide. 
Were the voice of experience allowed to be 
heard in the Bank parlour^ it would address 
the directors to this effect: — ^^ Cast away your 
theoretical notions about the currency, and act 
like men of business. If you wish to prevent the 
recurrence of pressures on the money market, 
you must guard against the causes that produce 
them. It is clear that all the recent pressures 
have been produced by the abundance and cheap- 
ness of money — this has led to speculation and to 
investments in foreign securities. You were your- 
selves the cause of this abundance and cheapness 
of money, by attempting to regulate your issues of 
notes by the course of the foreign exchanges, and 
by reducing the rate of interest. Now then avoid 
these things in future. Do not attempt to regulate 
your issues merely by the course of the exchange. 
Do not issue your notes against lodgments or 
purchases of bullion. If you wish to increase 
your bullion, sell some of your securities for that 
purpose ; and when you have got as much as you 
want, take no more. But keep a large stock, so 
that a bad harvest or two may not exhaust your 
store. Maintain a high rate of interest, Recol- 
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lect that from the rapidity of communication with 
America^ and the high rate of interest in that 
country, British capital will most assuredly be 
transferred thither unless it can be well employed 
at home. And you should discourage by every 
means in your power, all investments in foreign 
securities. If you do not by these means prevent 
all future pressures, you will, at all events, render 
them less frequent. No instance has yet occurred 
of a pressure on the money market, unless pre- 
ceded by an abundance and cheapness of money, 
attended by a spirit of speculation. You are, 
therefore, warranted to expect that you will avoid 
further pressures, if you avoid the causes from 
which they have sprung. If, however, you still 
find that pressure arise from other causes, you 
must then guard against those other causes in the 
same manner. Thus you will profit by expe- 
rience, and from the calamities of the past you 
will gather instruction by which you will be able 
to guide your conduct for the future." Should 
the course here suggested be adopted, we believe 
the nation might, in a great degree, be saved from 
a recurrence of those tremendous evils that have 
arisen from the mismanagement of the currency. 
But should the lessons of experience be disre- 
garded — should the Bank of England adopt the 
same course that was followed after the pressure 
of 1836, then probably the present and next 
year will resemble 1837 and 1838, and in the 
year 1842 we may expect a pressure similar to 
that of 1839. 
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No. 1. It was not until afler most of the foregoing pages were 
written, that we read Mr. Loyd's ** Remarks on the Management of 
the Circulation during the year 1839.** All Mr. Loyd's animadver- 
sions and suggestions are founded upon the principle that the currency 
ought to be regulated by the foreign exchanges. But this principle is 
not proved, nor attempted to be proved. As we have controverted the 
principle, we shall abstain from examining the details. Admitting 
the principle to be true, the conclusions may be correct enough. 
If the currency ought to be made to correspond with the fluc- 
tuations of bullion in the Bank of England, it cannot be denied 
that every private and joint-stock bank of issue throughout England, 
Scotland, and Ireland has departed from *' sound principle " A theory 
that involves such a sweeping censure requires to be established by 
unquestionable proof. However low the estimate Mr. Loyd may 
place upon the intellectual powers of these *' self-styled practical men,^ 
it seems fair that they should be made acquainted with the grounds of 
their condemnation. 

2. The report of the Manchester Chamber of Commerce stated that 
there had been within a f€W years great fluctuations in the amount of the 
circulation, and that these fluctuations had caused great distress. It is 
no refutation of this tosay,that other causes may also produce distress, or 
that a portion onl^ of the distress that has been experienced had arisen 
from fluctuations in the currency ; nor is it any refutation to say, that 
these fluctuations in the amount of the currency were the necessary 
consequence of regulating the currency by the foreign exchanges, and 
that if this principle had been strictly carried out the fluctuations 
would have been greater. To admit that to regulate the currency by 
tiie foreign exchanges must cause great fluctuations, and that these 
fluctuations must produce distress, is to admit the points for which its 
opponents contend. 

3. Mr. Tooke has stated, in his recent work upon *' the Proposed 
Alterations in our Banking System,** that up to April, 1888, the circu- 
lation was in a perfectly sound condition. He grounds this opinion 
upon the fact that, at that time, the bullion in the Bank of England 
was e<^ual to one-third her liabilities. We hold that at that period the 
condition of the currency was most unsound. The Bank had issued 
her notes against importations of bullion. These notes were not 
required by tlie state of the country ; but, as a matter of course, the 
issue had the effect of increasing the proportionate amount of bullion. 
If, at the present moment, six millions of gold were to be imported, 
and the Bank were to issue against it six millions of notes, the amount of 
bullion in the Bank would then be fully equal to one-third of her 
liabilities ; but will any one maintain that, after the sudden issue of 
six millions of notes, the currency would be in a sound and healthy 
state? 
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4. Both Mr. Tooke and Mr. Loyd repl-QUchlhe DirectQjrsof tl\e Bank 
of England for not commencing the contraction of the currency at an 
earlier period, and carrying it on more rapidly. The error of the Bank 
of England, as we conceive, was in unduly expanding the currency in 
the years 1837-8. This lowered the rate of interest, drove the capital 
of the country into foreign investments, and, consequently, turned the 
exchanges. But after this mischief had been done," a more rapid 
contraction of the currency must have produced more calanniy. * It 
is quite possible that, by a sudden contraction to an enormous amount, 
a shock might have been given to commercial credit gimilar to that of 
1825, and this might liave produced a more speedy effect upon the 
exchanges, but then the sufferings of the nation must have been 
increased. The more rapidly the principle against which we have 
contended is brought into action the greater misery it will produce. 

5. A Committee of the House of Commons has just been appointed 
** to inquire into the effects produced on the circulation of the country 
by the various banking establishments issuing notes payable on 
demand." We conjecture that the attention of the Committee will 
be mainly directed to the inquiry, whether there ought to be only one 
bank of issue throughout the country. In this case, it will be neces^^y 
that the Committee should first ascertain the soundness of* the 
principle, that the currency ought to be regulated by the foreign 
exchanges. Should the Committee approve of this theory, j^hey 
may then inquire, whether the circulation can be administered on this 
principle better by one bank than by numerous banks. If the Com- 
mittee decide in favour of one bank, then they must consider 
whether the power of issuing notes shall be taken away b^ legis- 
lative enactment from the existing issuers and given to one, and 
if so, whether that one bank shall be the Bank of England. 
Should such be the course of the proceedings, we conjecture that 
the Committee will get no farther than the first stage of the 
inquiry ; for if the main principle be not fully established, the investi- 
gation must be turned into a different direction. If, however, the 
inquiry should proceed, we think the joint-stock banks of issue 
will have no difficulty in showing — that their issues of notes aVe 
based upon a large paid-up capital, larger in proportion, than that of 
the BanK of England— that numerous issuers are a check upon each 
other by the system of exchanges which cannot apply to a single 
issuer — that were there a single issuer, there would be no greater 
security against undue fluctuations in the amount of the currency than 
in the case of numerous issuers — that a currency conducted on the 
principle of being regulated by the foreign exchanges is wholly unsuitable 
to our agricultural, manufacturing, and mining operations — that a 
currency administered by one bank of issue could not be dis- 
tributed as at present in a manner adapted to the local circuA« 
stances and districts of the country— that the assistance now given to 
trade and industry by country bankers would be much curtailed or 
attended with heavier charges to the parties, operating as a tax upon 
the middle classes of the community — and that in some districts banks, 
or branches of banks, would be discontinued from inability to pay 
their expenses in case they had no longer the profit upon the issue of 
notes, and those districts would thus be deprived of all banking 
accommodation. It may also be maintained that a sole bank of issue 
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would soon become more powerful than the Government, and might 
be abused to the worst purposes, bf either tyranny or faction. 

The following are the names of the Committee, and the places they 
represent. Those marked thus* are Conservatives. Those marked 
B. weje members of the Bank Charter Committee, appointed in 1832, 
and.those marked J. were members of the Joint Stock Banking Com- 
mittee* appointed tn 1836. 

* Mr. Matthias Attwood, Whitehaven. (B. J.) 

Mr. Chancellor of the Exchequer, Portsmouth. (B. J.) 
Mr. Clay, Tower Hamlett. (J.) 
Mr. Ellice, Coventry. 

* Sir Thomas Fremantle, Buckingham, (J.) 
Mr. Gisbome, Carlow. 

♦Mr. Goulbum, Cambridge University. (B. J ) 

* Sir James Graham, Pembroke, (B, J.) 
Mr. Grote, London, 

Mr. Hector, Petfrsfield, 
*• Mr. Herries, Harwich. 
Mr: Hume, Kilkenny. 

* Mr. Seijeant Jackson, Bandonbridge. 
Mr. iLabouchere, Taunton. 

Mr. Morrison, Inverness. (B. J.) 
^r. Oswald, Glasgow. 
. Mr. O'Connell, Dublin. (J.) 
Mr. John Parker, Sheffield. 
Mr.* Pattison, London. (J.) 
•Sir Robert Peel, Tamworth. (B. J.) 
Mr. Mark Phillips, Manchester, 

* Sir John Rae Reid, Dovet^. 

* Mr. Rickford, Aylesbury. 

Mr. John Abel Smith, Chichester. (J.) 
Mr. S tni tt, Derby. ( B. J .) 

Mr. Charles Wood, Halifax. 

. 

Sir John Rae Reid is the Governor, and Mr. Pattison a Director, 
of the Bank of England. Mr.^ Attwood, Mr. Grote, and Mr. J. A. 
Smith, are London bankers. Mr. Attwood is also a Director of the 
Provincial Bank of Ireland. Mr. O'Connell is a Director of the 
National Bank of Ireland. Mr. Hector is a banker at Petersfield, and 
Mr. Rickford is a banker at Aylesbury. The Portsmouth branch of 
Mr. Hectoi's bank has recently been turned into a Joint-Stock Bank. 
Sir Thomas Fremantle is a Director of the London and Westminster 
Bank 



THE END. 
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